Italian interest in IDs, and the economy of the regions where these are located, became particularly widespread in the 1980s. By this time, the economic importance of IDs for the Italian economy was clear, as these areas provided a major source of export revenues in the textile, clothing, footwear, and leather goods industries. Moreover, the IDs' success contrasted with the crisis of large firms, both private and state-owned, and the limited achievements of the regional policy for southern Italy. 3 An important body of work has considered the conditions leading to the development, or the demise, of IDs and flexible production systems. 4 This dissertation contributes to this debate by analyzing the importance of financial subsidies to small and medium-sized business enterprises (SMEs) -available through the national and regional industrial policies from the 1950s-for the development of Italian IDs. The literature dealing with the emergence of IDs since the postwar period, concentrating on the Northeast or the so-called Third Italy, stresses the private origin of the capital invested in entrepreneurial activity. 5 However, the sources of finance utilized by firms within IDs have never been investigated, and, as Giuseppe Conti and Giovanni Ferri have pointed out, this neglect has allowed the long-held assumption that such firms relied entirely on self-financing (Bologna, 1977) . The possession of land is considered of particular importance in the transformation of the agricultural family into an entrepreneurial unit as the sale of the land provides an initial capital to invest in the family business. See, for instance, Massimo Paci, La struttura sociale Italiana (Bologna, 1982) , 118. Bull and Corner point out a similar dynamic behind the emergence of family business in the second half of the nineteenth century, whereas Colli refers to pass unquestioned. 6 This thesis challenges the received wisdom and argues that IDs can develop against the background of state subsidies, as well as private finance. In particular, it tests whether IDs developed in the South mainly through state subsidies and in the Northeast through private finance rather than self-financing only. Throughout the thesis, IDs have been defined as geographical concentrations of SMEs producing similar goods, with each firm specializing in one or more stages of production. A good example is the textile ID of Prato in Tuscany, where a single batch of raw material often passes through five, six, or more firms before emerging as a finished product.
7 This definition, among various others discussed in the first chapter, has been adopted because it encapsulates two key elements of the Marshallian discussion of IDs, namely, the concentration of firms in the same locality and the fragmentation of the production process among various firms. These two elements are sources of economies, such as external economies of scale and economies of specialization, enjoyed by concentrations of SMEs that offset their disadvantages as compared to large firms.
8
This thesis employs a two-pronged approach, analyzing the role of state subsidies from the institutional perspective and from the perspective of the recipient firms. The first perspective includes the discussion of regional and national industrial policies (chapter 2); the study of the financial system specifically designed for SMEs within the framework of the Italian national and regional policies (chapter 3); and the analysis of the regional distribution of grants and of subsidized and market medium-term credit (chapter 4). 9. In 1952 the Bank of Italy defined short-term loans as those repayable within one year and medium-term credit as repayable from one to ten years, except in southern Italy (up to fifteen years). Short-term finance aimed to provide working capital, and medium-term finance provided capital for investment. Vincenzo Pontolillom "Aspetti del sistema di credito speciale con particolare riferimento all'intervento dello Stato," in Bollettino, Banca d'Italia (March 1971): 107-28.
The second part of the thesis focuses primarily on a southern ID, Barletta (in Bari province), which is then compared to the ID of San Mauro Pascoli (in Forlì province) located in the classic area of IDs, the Northeast. The recipient perspective includes the discussion of the overall development of the two IDs in the wider context of ID growth in Italy (chapter 5). On the basis of two samples of SMEs located in the two IDs, the importance of state subsidies as compared to other sources of company finance is assessed (chapter 6), as is the effectiveness of subsidies in promoting the growth of recipient companies (chapter 7).
Regional and National Subsidies to SMEs
Since the early 1950s, the importance of SMEs in the Italian economy has been recognized by both economic policymakers and academic commentators. Both the Bank of Italy and the Association of Industrialists (Confindustria) considered small firms to be at a disadvantage in accessing market finance.
10 This awareness contributed to the introduction of subsidized credit schemes in favor of SMEs from the early 1950s, as part of the national industrial policy.
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The provision of financial subsidies (soft loans, grants, and fiscal subsidies) to southern SMEs was part of the much wider regional policy managed by the Cassa per il Mezzogiorno (Cassa) established in 1950. Political and economic considerations led to the so-called Extraordinary intervention for the South supported by various parties, the brain trust Svimez (Association for the Development of Industry in Southern Italy), the International Bank for Reconstruction and Development (IBRD), and the government.
Officially, the policy was justified in terms of the likely benefits for the whole Italian economy. It was claimed that the backward South offered a limited market for the output of the industrialized North, that southern backwardness was damaging the Italian balance of payments, and that southern industrialization would enable the region to import raw materials rather than manufactured 10. Donato Menichella, "Memoria sottoposta dall'IRI all'esame della Corporazione dell previdenza e del credito," in Donato Menichella. Stabilità e sviluppo dell 'economia italiana 1946-1960 , ed. Franco Cotula, Cosma O. Gelsomino, and Alfredo Gigliobianco, vol. 1: Documenti e discorsi (Rome-Bari, 1997), 128-52.
11. In the 1950s small and medium-sized firms were defined as those employing no more than five hundred workers and having net assets below 1.5 billion lire; for southern firms the upper limit on assets was twice as much, 3 billion lire.
goods. 12 The Cassa was established to undertake an all-embracing development program, from major infrastructure projects to the provision of financial subsidies to industry. Given the complexity of the Cassa program, it was necessary to study the relative importance of subsidies to industry in the context of the regional policy. A sectoral breakdown of Cassa expenditure, based on its published balance sheets, makes it clear that its subsidized credit and grants increased, in both absolute and relative terms, until 1975. From 1976, expenditure, subsidized credit, and grants all decreased. Soft loans were available not only in the South, and through Bank of Italy financial statistics it was possible to calculate which regions benefited most. An analysis of the regional distribution of subsidized credit shows that the Northeast benefited least from soft loans throughout the whole period, whereas the South received the largest share until 1975. However, from 1976 the Northwest, where the "Industrial Triangle" is located, was consistently the biggest beneficiary.
The year 1976 saw the harmonization of regional and national subsidy schemes, officially justified by the obvious need to simplify the soft loan system. By that time, subsidized credit was regarded as particularly important, as the Bank of Italy's tight monetary policy had made borrowing more expensive. 13 However, the analysis of the regional distribution shows that 1976 also marked the redirection of subsidies away from the South to the most productive area of the country and a decreasing trend in the public resources devoted to the regional policy. It seems plausible that in 1975, when Italy's gross domestic product (GDP) fell for the first time since the Great Depression and war, the boosting of the national economy became the new priority, hence the redirection of state resources. Using unpublished Ministry of Industry records, the thesis investigates the degree to which the national institutions in charge of subsidized credit responded to applications for loans. The issue of the extent to which these applications were satisfied is addressed in this thesis for the first time, and it is clear that the distribution of subsidies was driven by the applications rather than by their availability. The only exception was southern Italy from 1976 onward, the only area where the share of accepted applications sharply decreased after that date, which explains how the redirection of resources from the South to the Northwest was achieved. These findings are important not only because they highlight previously unknown features of the Italian subsidy system but also because they point out that those areas where fewer subsidies were received were those where fewer subsidies had been sought, which is important background information for the microanalysis.
The Importance of Subsidies for Barletta and San Mauro Pascoli
The importance of subsidies as a source of company finance has been analyzed on the basis of two relatively small samples of companies, one located in the southern ID of Barletta (thirty-two companies at various points in time) and the other in the northeastern ID of San Mauro Pascoli (twenty-one companies); both specialized in the production of footwear, clothing, and textiles. The study of the two IDs highlighted some unexpected features. Although displaying comparable levels of employment in the sectors of specialization in the 1950s and 1960s, the northeastern district saw far smaller growth than its southern counterpart in the 1970s and 1980s. The trend observed in the two IDs reflected a wider trend in products like textiles, leather, footwear and clothing, and furniture. Such sectors, traditionally dominated by flexible production systems, were growing faster in some southern regions than in the Northeast in the 1970s and 1980s, as a result of the restructuring process taking place in the Northeast and the subcontracting of less complex stages of the production process outside the district in the search for lower labor costs.
14 Southern IDs in footwear and clothing are said to have benefited from this process, which also helps to explain the growth of the labor force in the Barletta ID. The relative weight of state subsidies, as compared to other sources of company finance, is assessed through an analysis of the capital structure of the two ID samples. This analysis is based on raw balance sheets, collected at the local chambers of commerce, reclassified according to financial criteria. This dataset thus allows the isolation of subsidies from other components of liabilities, for example, soft loans from long-term borrowed funds and grants from reserves, which was not possible in previous works based on reclassified balance sheets provided by official institutions.
The study of the capital structure revealed that, consistent with the regional distribution of subsidies, companies in the southern 14. Gianfranco Viesti, Come nascono i distretti industriali (Rome-Bari, 2000).
samples relied far more heavily on subsidies than their northeastern counterparts. This reflects several factors: (1) subsidies reported by southern companies were larger in absolute terms, consistent with the higher subsidies to which southern companies were entitled by the policy; (2) southern companies received subsidies more frequently, particularly in the case of grants, than the northeastern firms; (3) the relative weight of such subsidies (subsidies as a percentage of total liabilities) is greater for southern companies due to the fact that the other components of liabilities are smaller than those of the northeastern companies. However, contrary to the dominant view, companies in the northeastern ID did not rely on internal finance alone, but also made significant use of market long-term finance, short-term credit from local banks, and credit from circuits internal to the district. The capital structure of the two ID samples has been compared with that of a 1987 Bank of Italy study of nine thousand small manufacturing firms. 15 This comparison confirmed the differences highlighted by the two ID samples, thus demonstrating that such differences are not accidental, and that the two IDs, though small, highlight key issues in the study of the North-South divide. However, if the relative weight of subsidies indicates that these were a more important source of finance for companies in the southern sample, an interesting twist is provided by the analysis of the effectiveness of subsidies in terms of the performance of recipient companies. To address this point, a hitherto untested methodology proposed by Michele Bagella and Andrea Caggese has been adopted. 16 This methodology compares profitability and risk of firms in their pre-subsidy, subsidized, and post-subsidy stages. For subsidies to be defined as effective, the profitability of recipient firms should not only increase in the subsidized stage, but also in the post-subsidy stage, whereas risk should decrease. Thus, effective subsidies should enable firms to be profitable and competitive once the subsidies have ended. Moreover, if companies' profitability and risk in the post-subsidy stage do not return to those of the pre-subsidy stage, they will not be credit rationed and will be able to secure finance on the market.
The two samples used in this thesis allow the full application of the Bagella and Caggese methodology, which has been used to study the 16. Michele Bagella and Andrea Caggese, "Struttura del capitale, finanziamenti agevolati e redditività delle imprese manifatturiere italiane," Rassegna Economica 59 (Oct. 1995): 813-37. effectiveness of subsidies in promoting investment-as this was the direct aim of subsidies-and raising the profitability of companies. The results show that the northeastern sample displays the ideal behavior, for the investment activity and profitability of firms increased in the subsidized stage, but increased even further in the post-subsidy stage, whereas the profitability and investment activity of southern companies increased in the subsidized stage but decreased in the post-subsidy stage.
This finding emerges for the first time in this thesis and reveals a new insight into the effectiveness of subsidies. The analysis gains further interest if placed in the context of the World Bank approach to the effectiveness of regional and industrial policies. The World Bank maintains that subsidies should not break the nexus between firms' profitability and efficiency, which would imply dependence of recipient firms and the permanent capture of government funds.
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The findings for the northeastern sample can be interpreted as a result of the effectiveness of subsidies, which did not generate dependence as companies performed even better in the post-subsidy stage. On the contrary, the results for the southern sample indicate dependence on subsidies.
Yet another point on which the effectiveness of a policy can be tested is whether it can be an effective mechanism for correcting capital market failures, due to either asymmetric information or, in developing regions, to the shortage of private capital. 18 In this respect, northeastern subsidies also seem to be more effective. Subsidized companies in both samples display a higher percentage of long-term market borrowed funds as compared to unsubsidized companies; therefore, subsidies seem to have a crowding-in effect. However, while companies in the southern sample returned to a situation of financial constraints in the post-subsidy stage, similar to financial constraints already experienced in the pre-subsidy stage, northeastern companies enjoyed higher levels of liquidity in their post-subsidy stage. A striking result in this analysis is provided by the comparison between southern subsidized and unsubsidized companies. Unsubsidized companies achieved higher profits than subsidized companies, and, consistent with the Capital Asset Pricing Model, the former were more risky than the latter. Therefore, it could be inferred that subsidized companies pursue a "survival" strategy, whereas unsubsidized companies pursue a "profit maximizing" strategy. It seems plausible that behind the survival strategy of the subsidized companies there is a rationale similar to McCloskey's concept of avoiding disaster-in this case, the failure of the companies. 19 Unsubsidized companies also pursue a survival strategy, but in order to survive they need to achieve high profits, as their low profits would not be increased by the subsidies. Therefore, they have no choice but to undertake high-profit and high-risk investment.
Conclusion
This thesis shows that the established wisdom regarding the sources of finance of IDs is severely limited. The new evidence offered by a comparative study of a southern and a northeastern ID clearly indicates that state finance should be taken into account in order to reach a deeper understanding of IDs, not only in the South, where subsidies had a great relative weight, but also for the more prosperous northeastern IDs, where companies benefited from subsidies to a much smaller extent, but where the subsidies turned out to be more effective.
Dividing the trading life of southern companies into pre-subsidy, subsidized, and post-subsidy stages, it emerges that these firms undertook the highest investment and enjoyed the highest rates of return and the highest level of capitalization, in financial terms, only when they were subsidized, whereas in the post-subsidy stage all indicators display lower values. In contrast, northeastern companies improved their performance, according to the same indicators, when subsidized but reached their best performance in the post-subsidy stage. These results clearly indicate the dependence of companies in the southern sample on subsidies, whereas this is not the case with northeastern firms.
The comparison of the two ID samples with the larger Bank of Italy sample and the similarity between employment trends in sectors of specialization in the two IDs and their regions provide reasonable ground to expand the results of this analysis beyond the limits of the two IDs. Subsidies might have played a considerable role in promoting the growth of this pattern of business organization in the South. However, the effects seem short-lived, due to the lack of selectivity in the management of subsidies and to the companies' inefficiency. The SMEs' growth promoted by subsidies in the South cannot be considered "self-sustaining" as in the Northeast.
These findings are important for the international literature on IDs. When explaining the existence of IDs, it is overlooked that in Italy special attention had been paid to the financial requirements of SMEs since the early 1950s, by creating ad hoc financial institutions and by providing subsidized credit for such firms. Previous works acknowledged the institutional contribution to the development of northeastern IDs but were concerned only with regional institutions. These provided services and infrastructure that SMEs by themselves could not afford and balanced cooperation and competition among firms, so as to encourage permanent innovation. 20 Other work has discussed the non-neutrality of the Italian state in the capitalist pattern, from a sociological and institutional perspective. 21 This thesis has taken on board such a premise and expanded it from a historical and business perspective by investigating state intervention not only at the national, but also at regional, levels and by focusing on recipient firms. The expanded perspective brings about a refinement of previous findings by showing that southern SMEs, rather than northern and central SMEs, were the main beneficiaries of financial subsidies. The focus on a southern ID and the comparison with a classic northeastern example constitute a further contribution to the historiography of IDs. Southern IDs are much less studied, their existence not even being acknowledged until very recently. No study has yet compared a southern ID with a northeastern counterpart, which implies placing the IDs within the wider context of the North-South economic divide-the major structural problem of the Italian economy-and within the context of the regional and national industrial policy. Therefore, in this thesis the Barletta and San Mauro Pascoli IDs have also been used as cases to study, at the micro level, important issues and policies of forty years of Italian economic history.
